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Economic Power and Moral Responsibility 


We consider the address by an eminent business leader which is summarized here one of the most 
useful ethical analyses that have come to the editor's desk. Here is material for men’s club, church 
forum, or class in social ethics. 


Beardsley Ruml, author of the present pay-as-you-go 
federal income tax plan and a national figure in Ameri- 
can business, gave an address on April 3 on the theme 
“Corporate Management as a Locus of Power.” The 
occasion was the Third Annual Conference on the Social 
Meaning of Legal Concepts at the New York University 
School of Law. He presented a conception of business 
as “private government,” not so much in the sense of 
being privately owned as in the sense of having private 
authority to make “rules for the conduct of its affairs.” 
Its sphere of authority is defined by law, but within that 
sphere its rules and its decisions under these rules are 
not reviewable by any public authority. 

Manifestly, this view of business, within a context of 
democratic thinking, gives new definiteness to the con- 
cept of business responsibility. If business is a kind 
of government, who are the governed? Mr. Ruml an- 
swers: “We are the governed. We are governed by 
business in one or all of four possible capacities: (1) 
as stockholder, (2) as vendor or supplier, (3) as cus- 
tomer, or (4) as employe.” 


The Stockholders 


Mr. Rum! points out that to think of the stockholders 
as having the governing (rule-making) power, as one 
might naturally do, is no more accurate than to regard 
citizens as identical with the political government be- 
cause they elect their legislators. The legal right of the 
stockholder consists not in power to make the rules by 
which a corporation functions, but in “protection against 
illegal rules.” That is to say, the civil government pro- 
tects an investor from infringement of constitutional 
rights as a citizen by the business government. 


The Vendors 


The “vendors” are the “suppliers of raw or semi- 
finished materials, manufactured articles for resale, or 
services of one kind or another, utilities, transportation 
and the like.” They are usually other businesses. The 
rules applicable to them cover specifications as to price, 
quality, date of delivery, etc., of the goods purchased. 
Here Mr. Ruml points to an interesting parallel: “The 
contract or understanding in which these terms are em- 
bodied is like a treaty between two sovereign states. In 


entering into such a business treaty, both parties give 
up in some measure their freedom of subsequent action. 
They give it up because it is advantageous as compared 
with the alternative of making no arrangement at all.” 

Again, as is true of agreements between states, the 
contract is normally freely negotiated, but sometimes 
there is an element of coercion, which enters the picture 
when the inequality in bargaining power is too great. 
“The use of force is just as ugly in establishing the rules 
of a business contract as it is anywhere else. The coerced 
contract is of course resented in business, but it is not 
considered a wrong business practice. Many business- 
men, large and small, welcome situations in which they 
are on the upper side of a business squeeze, and their 
resentment when they are on the lower side is not taken 
too seriously by their colleagues who happen to be spec- 
tators for the moment. . . . The inefficient or unwanted 
business cannot be protected from rule by force, because 
its own nature determines that it shall be weak when 
another is strong.” 

The Customers 


The customer, all by himself, looks rather helpless in 
the face of a business management that can “make its 
rules and back them up with administrative organization, 
physical plant and equipment, money in the bank, and 
propaganda.” But this is in part appearance only, for 
“the strength may be with David Consumer if he does 
not have to buy, or can postpone his buying, or can find 
something else that will do, or some other place to get 
it. Then the imposing property and organization and 
resources of the Goliath Corporation become clumsy 
handicaps before David’s power of choice.” The pres- 
sure of “idle plant expense” in time forces the business 
managers “to modify their rules to meet the views of 
the governed.” 

Thus, while the customers do not make the rules they 
do collectively “determine what rules shall in the end 
survive.” But they must have help from “public govern- 
ment” in protecting their power of choice. ‘Laws cover- 
ing labeling, misbranding, and the like are all measures 
that strengthen the effectiveness of customer choice.” 
In the case of natural or artifical monopoly—as in certain 
public utilities—regulation by the civil government has 
to be extensive. 
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The Workers 


Employes, whether on a salary or a wage basis, work 
under the rules made by the “private government” of 
business. ‘‘For most people, the rules that most inti- 
mately affect their lives are made by their employers. 
. .. These rules determine for the individual where he 
shall work, when he shall work, what he shall do, who 
will give him orders, who will take orders from him, 
his promotion and discipline, the amount he gets paid, 
and the time and duration of his holidays and vacations.” 

The employes, singly, are so weak as compared with 
the business for which they work that they require com- 
pensating forces, of which we have three. “The first is 
the labor laws of public government, the second is the 
trade union or other private organization of employes, 
and the third is the chance of getting a job working for 
some other company or of getting by without doing any 
work at all.” The main recourse, in the long run, is the 
third. “The laws and the unions may help provide a 
basic setting for private business rule-making, but they 
can never do enough to give to the employe a real feel- 
ing that in conforming to the rules affecting him he has 
exercised responsible free choice. Fven for the execu- 
tive, the ability to get a job elsewhere and the courage 
to do it are the only conditions under which subjection 
to business rule-making is supportable by free men. It 
is obvious that under the large-scale unemployment of 
the 1930’s, the reality of freedom, guaranteed politically 
under the Constitution, was actually lost under the eco- 
nomic exigencies of the period. It was lost, not because 
business set out to destroy it, but because where there 
is no choice of rule-makers, as under mass-unemploy- 
ment, no rule however beneficent can be accepted by the 
individual as a matter of responsible consent. The eco- 
nomic system as a whole coerces him even though the 
particular employing company does not intend to do so.” 


Where the Rules Are Made 

The ultimate locus of power in a business corporation 
is, in general, the board of directors, and the two prin- 
cipal officers, the chairman and the president. The 
president is “boss” in most matters. “Among the few 
things he cannot do by himself are to declare a dividend, 
open a bank account for the company, sell its securities 
to the public, or dissolve the business.” Also he cannot 
appoint himself to his job. The chairman of the board 
is a supervisory officer. The relative weight of influence 
varies in different companies, as do the titles of officers 
holding top authority. Sometimes the chairman or the 
president really runs the board. That is to say, in some 
companies a recommendation of policy made by one of 
these top officers “is tantamount to a decision, and al- 
though the recommendation may be discussed and the 
president may change his mind, the directors never re- 
verse him. A reversal would be taken as a vote of no 
confidence, and his resignation would be on the table 
forthwith.” Nor is this all. “If the chairman or presi- 
dent is an extremely strong or self-willed individual, he 
holds the reins in a firm hand. He may use the members 
of his board of directors as a sounding board, as a source 
of advice, as a means of access to influence in quarters 
outside his own company. But the most dominating 
governor is likely to pause if three or more directors 
differ audibly with his decision.” Normally, however, 
the directors are important factors in business govern- 
ment. 

But, says Mr. Ruml, in this matter of the election of 


directors “the form and the substance of the location 
of power in business are far apart.” It is a “quasi- 
democratic procedure,” which “accepts on principle the 
assumption that the final power over business rule-mak- 
ing resides in the owners of the property, and that the 
larger the relative ownership the larger the right to 
express preference for the individuals to whom delegated 
powers should be assigned.” But in fact, while the stock- 
holders elect the directors, they do not choose them. The 
board itself, in making the nominations, does the choos- 
ing. The stockholders are “not organized as a political 
body in a way to make their franchise effective.” And 
even if they were, a real choice of directors by the stock- 
holders would be “costly and disruptive,” having an ad- 
verse effect on all concerned. “The stockholders have 
invested their savings in a business to make profits and 
income, not to assert rights in the delegation of power. 
They do not want to be organized politically as stock- 
holders ; they want to be let alone. In this the manage- 
ment agrees with them.” 

The board functions in part, as is the case of other 
types of organization, through an executive committee. 
Its purpose is to insure that a final source of authority 
shall be “instantly available.” This tends to narrow 
the area of effective power. The locus of power “shifts 
within the boundaries of the board of directors, the 
executive committee, and senior officers. Sometimes the 
focus is sharp, sometimes it is blurred. It may include 
one combination of personalities at one time, another at 
another. Power in a company, within this area, seems 
to go to him who wants it and is able to exercise it.” 


The Board an “Inadequate Instrument’ 


The board of directors, Mr. Ruml believes, is “in its 
present form an inadequate instrument of power.” It 
is a vestigial remnant of “a time when investors paid 
attention to their businesses and when offensive and 
defensive alliances in business were the order of the day. 
The most that can be said for the board of directors as 
it exists today is that it provides an arena in which the 
ablest, most powerful, and most persistent members of 
the board can generally have their way.” But it makes 
for survival through maintaining “the rule of the fit.” 
However, if the board of directors as an institution is 
“obsolete” it will sooner or later disappear in the form 
in which we know it. There may be either transforma- 
tion or collapse. “Collapse is a clumsy and uncertain 
way of moving from yesterday into tomorrow. Trans- 
formation gives an opportunity to consider the question 
of what is wanted and to choose a preferred method of 
getting from here to there.” 

Mr. Ruml takes account of the fact, so often stressed 
by management, that there is a certain identity of interest 
among the parties to business enterprise. “But,” he says, “at 
any given level of activity and efficiency of a business, the 
interests of the four groups of the governed are in con- 
flict. At a given level of activity, higher dividends can 
come only from lower prices to vendors, higher prices 
to customers, or lower labor costs. Vendors can get 
better consideration only at the expense of the stock- 
holders, customers, or employes. Customers must pay 
higher prices if the desires of stockholders, vendors, 
and employes are to be met, and the employes can im- 
prove their earnings only at the expense of the other 
three parties at interest. A board of directors, therefore, 
has a double task, first, to provide the company with an 
efficient, aggressive management, and second, to make 
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sure that at any given level of activity and efficiency, the 
groups at interest, whose interests are necessarily in 
conflict, get a square deal.” 


What Should Be Done? 


Two proposals that have been made to meet the situa- 
tion Mr. Ruml disposes of as “impractical.” One is 
that the several groups at interest choose directors to rep- 
resent them. This is intriguing because it bears a re- 
semblance to democratic political procedure. But the 
fact is that “no group can be represented by an elected 
agent unless it has been organized to express itself 
politically. It must have a sense of common interest 
and a willingness to take the trouble at an appointed 
time and place to assert the privileges of an electorate. 
There must be understanding, not only of issues, but of 
the capacity of the person who stands for election. 
Sound choice requires elaborate procedural arrange- 
ments, Opportunities for discussion and information, can- 
didates, nominations, and campaigns.” None of the four 
groups can meet these conditions. 

The second suggestion rejected is that there be “public” 
directors, chosen by a designated public agency. (The 
Federal Council of Churches was once asked to nomi- 
nate a director on the board of an industrial corporation 
to represent the public interest.) But there are four 
parties at interest; not, as this formula suggests, just 
stockholders and public. Moreover, the “undifferentiated 
public” is not such a party. 

Mr. Ruml’s proposal is this: “As a first step, one direc- 
tor be elected or re-elected and he be asked to act as 
‘trustee’ for one of the three parties at interest, other 
than the stockholders. Such a director-trustee might be 
assigned the interests of either the customers, or the 
vendors, or the employes, depending on the nature of the 
company’s business. He would be the nomineee of the 
management and of the existing board of directors and 
would be elected in the usual way by the owners of the 
company, the stockholders. During the experimental 
period of whatever length, no public announcement would 
need to be made that such a policy had been adopted.” 

This would mean little in the way of formal change, 
but Mr. Rum! thinks it would bring something new to 
the deliberations of the board of directors: “Let us sup- 
pose that this first director-trustee has been asked to act 
for the customers of the company. Although he owes 
his nomination to his fellow directors, and his election 
to the stockholders, nevertheless be has accepted a trus- 
teeship—a trusteeship which has been created voluntarily 
by those choosing him so to act as trustee. Now as he 
sits on the board, the interests of the customers of the 
company are his single interest. It is his duty to know 
what these interests are and to see to it they are con- 
sidered when matters affecting them are decided upon. 
Such a director-trustee should be chosen for his ability 
to make another’s case his own. The one limitation that 
should be observed is that there should be no conflict of 
interest in the individual director himself, for example, 
a stockholder should not be chosen as trustee for the 
interests of customers.” 

This director should be compensated for his services, 
because his duties would be more exacting than those 
of the “conventional directorship.” If the experiment 
worked out well, “the next step would be a director- 
trustee for each of the other interests—all depending on 
the nature of the company and whether the groups are 
important enough in the particular case to warrant spe- 
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cialized consideration.” The board would then consist 
of “four paid director-trustees, the chairman and the 
president, and such other officers and directors as the 
needs and traditions of the company dictated.” The 
four director-trustees would not be “representatives” in 
the strict sense of the word, but “designees of their fel- 
low directors to give particular attention to their trustee 
assignments.” 

Mr. Ruml concludes: 

“We have depended on enterprise and competition as 
our methods of placing business powers where they are 
presently found. These methods have proved on the 
whole successful as far as economic development is con- 
cerned, but they alone are inadequate to meet the newer 
responsibilties of business. Corporate management, be- 
ing the locus of business rule-making, has the oppor- 
tunity to initiate the transformations that will conserve 
the successes of private business government and _ that 
at the same time will safeguard the community from 
abuses in the exercise of private power.” 


“One World,” Two Worlds—or More? 


It is not very long since the alternatives commonly 
discussed among us were: “One world or none.” The 
possibility of two worlds was excluded in what was 
called realistic discussion of the future. The implication 
was that there must be a harmonious world: the nations 
must live together in friendliness, rather than in sharply 
defined competitive zones. It was because Henry Wal- 
lace seemed to be ready to settle for a divided world 
kept at peace by a modus vivendi between essentially 
hostile spheres that his position was so strongly opposed. 
His idea might be called, not one world, but two worlds 
getting on with each other. The sharp criticism of 
Russia’s truculent use of the veto in the Security Council 
reflected resistance to the idea that diplomatic and eco- 
nomic “cold” war is consistent with peace in the military 
sense. Little by little we had to learn that from the 
communist point of view capitalism and socialism are 
continuously at war no matter what treaties may exist. 

The trend latterly seems to have been toward an “un- 
sentimental” adjustment to the idea that however “sweet 
and blessed it is for brethren to dwell together in unity,” 
for an indefinite period that hope must be deferred. 
The question therefore inevitably arises, what the strat- 
egy of the West should be. Walter Lippmann has long 
been contending that to keep rival powers with mutually 
opposed purposes in some kind of balance and out of 
destructive war is “what diplomacy is about.” Two 
weeks ago Mr. Hoover called for a stern reaction to the 
two-world situation. He proposed that the Western 
world organize against the Eastern, that there be a “con- 
crete mobilization of the nations who believe in God.” 
What he meant, he explained, was “total diplomacy,” 
which is a phrase of Mr. Acheson’s. The new alliance 
would have “potent moral, spiritual and even economic 
weapons,” but probably would not have to use “weapons” 
at all. This would not, therefore, be a “holy war,” but 
rather a moral and diplomatic crusade. It would, how- 
ever, explicitly and by design deepen the formal cleav- 
age between East and West on the ground that the moral 
cleavage is already too deep to span. From Mr. Lipp- 
mann’s point of view this would not be “total diplomacy,” 
but total abandonment of diplomacy. In his syndicated 
column he characterized it as withdrawal into isolation 
—‘“there to brood once again upon our own moral su- 
periority.” 
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Mr. Lippmann’s appraisal of the world situation given 
in the April Atlantic develops a new conception: not 
one world, not two worlds, but a number of worlds. Or, 
as he would have it, “a world of many powers associated 
in the universal society of the United Nations.” He sees 
in the termination of America’s monopoly of atomic weap- 
ons and the recent developments in Eastern and Southern 
Asia and Southeastern Europe “the beginning of the 
end of the idea that the world must, and that the world 
will, align itself in two camps, the one directed from 
Moscow and the other from Washington.” He regards 
the two-power conception of the world as the hope of 
“orthodox communism,” which counts on the collapse 
of the non-communist sector. Thus, while we of the 
West have challenged every other “doctrine of the 
Marxist-Leninist-Stalinist creed” we have supported it 
in holding that the world “would be, could be, and had 
to be divided into two camps.” In all the great centers 
of the power struggle “one or both of the two coalitions 
has lost or is losing control of an important region.”” But 
the loss of power in a given area by one coalition does 
not mean that it passes to the other. The new inde- 
pendent states in Asia “have declared that they will 
not enter into the military and political coalition of the 
Western powers or of the Soviet Union.” The place of 
our special involvement is, of course, Western Germany, 
where the Germans are now on the way to recovery of 
sovereignty. Mr. Lippmann thinks the Western powers 
are no longer able to determine the future of Germany. 

The ending of American monopoly of the atomic bomb 
has “changed the balance of military power” and _ re- 
quired a new strategy. Mr. Lippmann thinks that the 
problematic character of defense against attack with 
atomic weapons accentuates the desire of nations near 
the Soviet border to dissociate themselves from both 
coalitions, since neither can offer them any effectual 
guarantees against the other. This means that a strategy 
of containment of the Soviet power by means of a global 
coalition is out. 

It follows that the concept of “neutrality” needs to be 
revived. It is a fallacy to regard neutrality as “alto- 
gether obsolete,” for while some neutrals have been 
swept into the vortex of war, Sweden, Switzerland, Ire- 
land, Turkey, and Spain were able to remain nonbelliger- 
ent in the last war. While the small nations know that 
they may as neutrals be “overrun, occupied and de- 
stroyed,” they also know that “as members of either 
alliance they are certain to be fought over.” As neutrals 
they have a chance of keeping out of the havoc of war, 
if it comes. Mr. Lippmann sees now opening before 
us “the prospect of a world of many powers associated 
in the universal society of the United Nations, but not 
aligned irretrievably and not committed to the monstrous 
heresy and fallacy which we have inadvertently adopted 
from communist doctrinaires, that all mankind can he 
divided into two and only two camps.” 


Discrimination in Voting in Georgia 

Georgia law provides that primary election outcomes 
shall be determined on a county unit basis. Each county 
is allotted a number of “unit votes.” The candidate with 
the highest number of votes in the county is given the 
appropriate number of unit votes. While the most popu- 
lous counties have more unit votes than the others, the 
complaint is made that the individual votes of the most 
populous county in the state have about a tenth the weight 


of those in other counties. Certain voters of Fulton 
County, with the largest population, brought suit against 
the State Democratic Executive Committee to restrain 
obedience to this law in the forthcoming Democratic 
state primary election. The lower court dismissed the 
petition, which was appealed to the Supreme Court of 
the United States. 

The Supreme Court affirmed the decision of the lower 
court, pointing out that “federal courts consistently re- 
fuse to exercise their equity powers in cases posing 
political issues arising from a state’s geographical dis- 
tribution of electoral strength among its political sub- 
divisions.” 

But Justice Douglas, with Justice Black concurring, 
dissented sharply from this opinion, charging that the 
county unit system involves discrimination against the 
voters in the cities. The plaintiffs showed, he said, that 
“on a state-wide average each vote outside Fulton County 
will have over 11 times the weight of each vote of the 
plaintiffs. Populaton figures show that there is a heavy 
Negro population in the large cities. There is testimony 
in the record that only in those areas have Negroes been 
able to vote in important numbers. Yet the county unit 
system heavily disenfranchises that urban Negro popu- 
lation. . . . The creation by law of favored groups of 
citizens and the grant to them of preferred political 
rights is the worst of all discriminations under a demo- 
cratic system of government.” 

“The right to vote,” Justice Douglas said, “includes 
the right to have the ballot counted. . . . It also includes 
the right to have the vote counted at full value without 
dilution or discount.” The rights the plaintiffs seek to 
enforce are “personal and individual.” Their enforce- 
ment would involve “no overhauling of the state’s elec- 
toral process.”” The Georgia county unit system of count- 
ing votes is “as deeply rooted in discrimination as the 
practice which keeps a man from the voting booth be- 
cause of his race, creed, or color or which fails to count 
his vote after it has been cast.” 


Federal Child Labor Law 


Children may not be employed in agriculture during 
school hours except for their parents on their home farms, 
according to a new provision in the federal Wage-Hour 
Act. The National Child Labor Committee considers that 
this is “probably the most important child labor measure 
enacted in the last ten years. If well enforced, it will 
protect many thousands of boys and girls all over the 
country, including the children of migrant farm families, 
who stay out of school to help cultivate and harvest the 
crops. The federal law does not require them to go to 
school—that is up to the states. But it will stop their 
employment during school hours, which is the chief rea- 
son for their non-attendance.” 

Since the inspectors of the federal Wage-Hour Divi- 
sion cannot visit all the farms whose products go into in- 
terstate commerce individuals who are concerned about 
the problem can help to enforce the law. Anyone who 
knows of children “apparently under 16” who are em- 
ployed on farms while school is in session is urged to 
report it either to the National Child Labor Committee, 
419 Fourth Avenue, New York 16, N. Y., or to the Wage 
and Hour Division, U. S. Department of Labor, Wash- 
ington 25, D. C. It is not necessary to know the names 
of the children but the name and location of the farm 
should be given as accurately as possible. 
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